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Economic Problem Number One — Full Employment 
The slogan ‘Full Employment” is winning adherents on every hand. Yet what must be done to achieve 
this goal is in dispute. This week we undertake to give our readers the essence of the matter, which 
we called in our issue of October 10, 1942, “Economic Problem Number One.” 


‘The New York Herald Tribune? in an editorial entitled 
“The Future and Mr. Wallace” has posed the central 
economic question that we now confront. Formulation of 
it was inspired by Vice-President Wallace’s recent state- 
ment made in a press interview: “Business men will be 
encouraged to do what competition has always tended to 
make them do—to reduce prices as costs fall, to increase 
the levels of sales and employment, to use profits only as 
an incentive to increase production or lower costs. To the 
extent that there are areas of unemployment left despite 
these efforts by business, government must and will step 
in to see that all people have opportunities for work and to 
establish such minimum standards of living that no member 
of the community suffers even though business temporarily 
fails to provide.” The editorial asks, “What is the substi- 
tute for competition which will ‘encourage’ the business 
men?” The editor also wants to know when the govern- 
ment will “step in,” and suggests that the translation of 
Mr. Wallace’s “‘generous and inspiring visions” into prac- 
tical procedures raises many questions. ‘There will doubt- 
less be general agreement on this. To many, however, it 
seeins that the questions will have to be answered. They 


‘are posed not only in editorials but by the situation itselt. 


To understand how serious the issue is one has only to 
read what is being said about Mr. Wallace’s “Century of 
the Common Man.” It is a matter of common knowledge, 
abundantly illustrated in the comment occasioned by the 
November elections? that large numbers of people believe 
the elaboration of war aims by spokesmen for the Admin- 
istration includes much that is “political” in character, and 
that the prosecution of the war is in part a cover for an 
attempt to alter our economic system. The Administration 
can scarcely meet this issue “head on,” for the entire 
program oi the New Deal has rested on the assumption 
that if the economic system is to be preserved in its essen- 
tials—if free enterprise is to continue to grow—modifica- 
tions will be required which many of the “enterprisers” 
themselves believe to be destructive. This fact is pointed 
up in the statement made by a leading industrialist at the 
recent convention of the National Association of Manu- 
facturers that “the issue no longer is private enterprise 
versus collectivism; it is private enterprise versus ‘modi- 
fied’ enterprise—not right against left, but right against 
wrong.” 

1January 25, 1943. 

2 See INFORMATION SERVICE for November 21, 1942. 


Yet the abolition of recurring mass unemployment seems 
to have become a “must” in the minds of business men 
and industrialists as well as others. The program adopted 
at the meeting just referred to makes this clear.* It appears 
that no one is willing to present any picture of the future 
that includes another national catastrophe such as that 
of the ‘thirties. Especially abhorrent is the thought that 
men in the armed forces are to be victims of broken 
promises when they return to “find their jobs ready for 
them.” Perhaps it will be generally agreed that Mr. Lipp- 
mann Was right when he said in his column that the Amer- 
ican people will never again accept the doctrine that “mass 
unemployment is an act of God.” But agreement on this 
only states the problem; it does not solve it. 


The Businessmen’s Solution 


Businessmen and industrialists are impressed with the 
many palpable facts which indicate a vast domestic indus- 
trial development after the war. They point to the enor- 
mous “deferred demand” for consumers’ durable goods, 
estimated at $22.5 billion. Some of the big items are 
private dwellings, automobiles and radios. To implement 
a wholesale attack on this huge backlog there should be 
well over $150 billion in cash, commercial bank deposits, 
war bonds and installment credit. The last of these seems 
to be looked upon in many quarters as not only noninfla- 
tionary but definitely anti-inflationary in the situation that 
is likely to exist at the end of the war. 

Now this is precisely the picture—only on a vastly 
larger canvas—that in times past has appeared after a long 
deflationary depression. Industry becomes sluggish, mar- 
kets poor, inventories exhausted, savings hoarded, and 
finally “bottom” is reached. Then comes the turning of 
the tide and a boom begins. So it has been for many 
decades. So, say conventional interpreters of the business 
cycle, it can be again. It will not be “recovery” this time, 
since the war has put the nation’s industrial plant under 
forced draft, but it will be a shift to reinvigorated private 
enterprise. That is, it will if government does not inter- 
fere. So runs the argument. 


The Brookings Report 


And the argument manifestly has much to support it so 
far as the next few years are concerned. ‘There is not 
only the backlog of economic demand, but a big fresh log 


3 See INFORMATION SERVICE for January 9, 1943. 
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may be dropped on the fire as a result of the almost 
incredible advance in technology and in applied science 
which the war has stimulated. A Brookings Institution 
report, Collapse or Boon at the Lud of the War, treats 
the whole subject objectively against the background of 
earlier depressions and their aitermath.* It recognizes the 
“unprecedented size’ of the problem of unemployment 
which the nation will face at the end of the war. It will 
be far greater than in 1918-19 for three reasons: ‘First, 
the percentage oi the total population in the armed forces 
will be substantially larger—perhaps eight or 10 per cent 
as against four per cent; second, because of the more 
intense industrial requirements, the percentage oi those 
engaged in war production will be much greater; third, 
the problem wiil be aggravated by the necessity of pro- 
viding a much larger total number of jobs than existed at 
the outbreak of the war—in order to prevent a recurrence 
of chronic unemployment. A complicating factor is also 
found in the extraordinary shifting of population that has 
taken place as a result of the growth of great war produc- 
tion centers.” Also there will be the stupendous task of 
reconversion, possible capital shortages, high corporate 
taxes, and, most important, an untavorable cost-price 
structure due chietly to the high level of labor costs and 
raw material costs resulting [rom wartime policies. 

Nevertheless, the outlook for the immediate postwar 
period is not considered dark. Says the report: “Che un- 
employment situation in the first two years after this war 
should be of much less serious proportions than it was in 
the years just prior to the war. In gauging the employ- 
ment outlook one must bear in mind :—the prospectively 
larger production; the relatively slow rate ot demobiliza- 
tion (for at least a year some millions would perhaps still 
be in the armed forces); the withdrawal from the labor 
market of women and aged workers; the return of youths 
to schools and colleges ; and the reduction of working hours 
to prewar levels. 1t would seem that we might reasonably 
expect that the number of workers who would not be 
absorbed in normal productive activities would not exceed 
three to four millions, as compared with eight to nine 
millions of unemployed in the late ‘thirties.” A rational 
demobilization plan, government participation in physical 
reconstruction abroad, and domestic public works are 
among the factors counted on to mitigate the problem of 
immediate postwar unemployment. 

But the Brookings report considers the immediate post- 
war problems less difficult than those that will follow. ‘The 
forces then operating “will not have brought a solution of 
such problems as the following: (a) the huge public debt 
and the unbalanced budget; (b) the reestablishment of 
balanced international trade and financial relations; (c) 
agricultural adjustment, both to the domestic and the 
world situation; (d) the relations of labor and manage- 
ment ; (e) the maintenance of an effective balance between 
consumption and productive capacity; and (f) effective 
cooperation between government and industry. ‘The real 
test of this country’s ability to maintain prosperous condi- 
tions will come after the comparatively easy period of 
transition.” 

This brings us back to the long-time problem of the 
business cycle. Whatever may be said of the prospects for 
economic adjustment after the war, the question intrudes 
itself, What about another depression, “just around the 
corner”? The national industrial plant is producing at an 
almost incredible rate, and it is assumed that the rate will 

4 Collapse or Boom at the End of the War, by Harold G. Moulton 


and Karl Schlotterbeck. Washington, D. C., Brookings Institution, 
1942. 25 cents. 


steadily increase in spite of the continuous drawing off 
of men into the armed services. ‘his is a startling dem- 
onstration of the potential reduction of necessary labor in 
a machine economy, The absorption of women and youth 
by industry is, to be sure, a considerable offset, but not 
enough, in itseli, to dispel anxiety over unemployment 
after the war, even if we assume that these industrial 
recruits will be readily evacuated from the factories when 
demobilization is undertaken. 


What Causes Depressions? 


‘The business cycle has been the subject of innumerable 
dissertations, some of them of a very scholarly sort. In 
part the explanation is non-controversial. That is to say, 
speaking descriptively, it is clear that in industrial coun- 
tries there is a rhythmic tendency in the incurring of cor- 
porate obligations for the exploitation of resources and 
markets, and the liquidation of those obligations. ‘lo go 
fast while the going is good is a human propensity. In- 
vestment goes in spurts. The gains to individual investors 
during a boom period are largely paper gains. Price quota- 
tions on boom stocks interest people much more than the 


actual dividends that are being paid. Theoretically, people — 


know that a day of reckoning may come, but there is 
always the chance of being able to “get out from under” 


before anything untoward happens. ‘Thus we always tend, 


under favorable conditions, to hit a more rapid pace than 
we can keep up. In the past, it has been rather generally 
assumed that business is like that and we must make the 
best of it and be good sports about it. To be sure, a 
notion gained currency in the ‘twenties that a new day had 
dawned and depressions had already been relegated. ‘That 
delusion was rudely dispelled and the long and terrible 
depression that ensued made people think more funda- 
mentally about the matter. 

Here is where the controversial aspect of the subject 
appears. It is plain that an economic depression is char- 
acterized by (1) an accumulation of funds withheld from 
investment because the investment market is not prom- 
ising, (2) a corresponding slackening of enterprise, and 
(3) growth of unemployment. Preoccupation with one or 
another of these aspects leads to divergent views of where 
the real trouble lies. Those who focus attention on the 
withholding of money from investment are led to regard 
the phenomenon as an investors’ strike motivated by greed. 
Those who concentrate on the crippling of enterprise are 
likely to look for the cause in unfavorable political condi- 
tions, and to blame the government. Those who are 
looking at the breadlines and the apple-sellers see the 
depression as a cutting off of purchasing power from the 
masses and say, “Jf income were more equitably divided 
people could buy, shops could operate, and factories could 
run, 

broadly speaking, conservative business opinion tends to 
focus on the crippling of enterprise and to regard the ten- 
year period preceding the present war as “just one more 
depression,” and hence to hold government largely respon- 
sible for its long continuance. Free enterprise, they say, 
has led the country out of depressions before and would 
have done so—will do so—again if relieved of burdensome 
restrictions resulting from false theories. This view may 
be called the production-centered view: there is no limit 
to production possibilities; new industries will appear 
under the leadership of unhampered enterprise. On the 
other hand economists and labor spokesmen are tending 
to take a consumer-centered view, according to which 
future industrial progress on a scale to keep the working 
population employed will depend on more attention to 
sustained consumption. Without disparaging investment 


OpP 
ten 
if tl 
‘| 
| ince 
inv 
pol 
| pre 
tha 
me 
| ent 
sys 
Ha 
| Ple 
the 
nat 
An 
ex] 
ma 
Ne 
or 
thi 
tio 
sul 
Bre 
fai 
em 
the 
ins 
TI 
St 
scl 
ar 
. 
sO} 
ch 
C1 
wi 
ut 
pr 
Ww 
eV 
sh 
SC 
Ot 
id 
| st 

XUM 


off 
lem- 
in 

not 
nent 
trial 


‘able 
In 
Say, 
oun- 
cor- 
and 
go 
In- 
stors 
10ta- 


the 
sople 


eis 


der” 


fend, 


than 
rally 
> the 
re, a 
had 
That 
rible 
nda- 


bject 
char- 
from 
rom- 

and 


ne or | 


syhere 
1 the 
gard 
reed, 
e are 
ondi- 
) are 
> the 
the 
vided 
could 


ids to 
> ten- 
more 
spon- 
say, 
vould 
some 
limit 
ppear 
n the 
nding 
which 
rking 
on to 
tment 


opportunity, which the businessmen’s view maximizes, they 
tend to see full investment of capital and a steady flow of 
purchasing power to consumers as social imperatives, even 
if this means a supplementing of “free enterprise.” 

‘The question is not merely one of “redistribution” of 
income, since that implies a more or less static economy— 
a negation of technological progress. The problem ot 
investing a growing surplus continues to be basic, but the 
pint of reference 1s potential consumption, 


A “Mixed Economy” 


In general, the consumer-centered view of the economic 
problem seems to be gaining ground. This does not mean 
that mere spending on the part of government in “pump- 
priming’ enterprises will serve the purpose. Nor does it 
mean that “deficit financing” is in itself a remedy for an 
incipient depression. It does mean, however, that private 
enterprise cannot be counted on alone to keep the economic 
system on an even keel. As expounded by Proiessor Alvin 
Hansen of Harvard, consultant of the National Kesources 
Planning Board, it assumes that industrial expansion oi 
the “external” variety — exploitation of new frontiers in 
natural resources—will not be as rapid in the future im 
America as it has been in the past, and that “internal” 
expansion through the exploitation of technological and 
managerial improvements must be largely depended upon. 
New industries will appear but not in so great numbers 
or of such proportions, on the whole, as in the past. But 
this internal expansion is dependent on capacity produc- 
tion at reduced costs, which in turn means sustained con- 
sumption. On this view private enterprise may well be 
encouraged to go its limit provided public enterprise is 
ready to absorb surplus capital when private enterprise 
fails to do so. The essential thing is to keep the surplus 
employed—reinvested. If this can be done, so runs the 
theory, private enterprise will be vastly better off because 
insured against periodic stagnation, deflation and disaster. 
This is a “mixed economy” to use the term employed by 
Stuart Chase and some others. Professor Hansen, who has 
elaborated these ideas in his Fiscal Policies and Business 
Cycles, uses the term “dual economy.”® ‘The book is 
scholarly and in large part technical but the central ideas 
are put in popular form in the pamphlet After the War— 
Full Employment, issued in 1942 by the National Re- 
sources Planning Board (Washington, D. C.) 

Much confusion has been caused by the use of the term 
“mature economy,” in connection with this theory, to 
characterize the present stage of America’s development. 
Critics of the “mixed economy” proposals interpret the 
word “mature” as meaning that this country is “all washed 
up” and that having passed through our great wealth- 
production stage we now must concern ourselves with 
wealth distribution. This is a mistaken conception. What- 
ever may be thought of the mixed economy thesis, it 
should not be confused with crude share-the-wealth 
schemes. It contemplates a dynamic economy with vigor- 
ous free enterprise. ‘The government becomes auxiliary 
“enterpriser,” seeing to it that full employment is sub- 
stantially maintained in the interest of the entire nation. 
Thus while fitting into the Century-of-the-Common-Man 
ideal it aims at invigorating the enterprise system by de- 
stroying its nemesis, the business cycle. 


How Would It Operate? 


The theory would work—if it worked at all, and no 
prediction is offered here—by siphoning off into invest- 
ment, through the sale of government securities, the un- 

> New York, W. W. Norton & Co., Inc., 1941. $3.75. 
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absorbed surplus of savings, and the investment of this 
surplus in enterprises which would interfere in minimum 
degree with private enterprise. Public works—housing 
projects, roads, river and harbor developments, and the 
like—would presumably account for the major part of it. 
But the central point is that the whole of the nation’s 
savings must be employed in useful production. It has 
been suggested that adequate and continuous government 
research might provide a reservoir of potential new and 
needed industries too risky for private venture or involv- 
ing too great an outlay. he first signs of slackening off 
in private enterprise—the first herald of depression— 
would be the cue for the starting of such industries under 
public auspices, if necessary public works will not absorb 
all the surplus capital. 

lt is mteresting to note here that an opinion poll an- 
nounced on kebruary 14 by the National Association of 
Manufacturers, conducted by the Psychological Corpora- 
tion, found that 61 per cent of those replying favored a 
vast program of public works during the postwar period, 
with only 24 per cent opposed. Liere is evidence of the 
growth of opinion in favor of an extensive compensating 
device in the postwar economy. 


A More Moderate Version 

fortunes editors have endorsed the mixed economy 
idea in principle without claiming for it the power to 
eradicate the business cycle.° They think the cycle will 
continue in some measure but its severity may be mitigated 
by government action, ‘hey focus attention not on in- 
vestment in the first instance, but on the volume of unem- 
ployment. “We propose,” they say, “that the government 
should underwrite permanent prosperity: that it be estab- 
lished government policy, whether Republican or Demo- 
cratic, to maintain reasonably full employment in the U. S.” 
More specitically: “We believe the government should 
set a minimum, and a minimum reasonably close to our 
full capacity, below which employment should never be 
permitted to fall.” ‘his plan would depend on public 
works to take up the slack. Like the Hansen proposal the 
fortune plan would transcend pump-priming. ‘Lhe latter 
idea rests on the assumption that normally private enter- 
prise can go it alone, and public enterprise as an adjunct 
is only a therapeutic to be resorted to when business is 
sick. lhe mixed economy principle rests on the assumption 
that private enterprise cannot, im the nature of the case, 
carry the whole load and that auxiliary public enterprise is 
as “normal” as private when fitted into an adequate over- 
all plan. 

Obviously all such proposals belong in the planning 
category. As the Brookings Institution’s studies have 
emphasized, the idea of “free competition,” always largely 
hypothetical, has been outmoded. Business itself has in 
large part displaced the mechanism of the free market by 
substituting “administered” prices for competitive prices. 
This is one kind of “planning.” ‘The question becomes, 
how much “administration” the economic process requires 
and to what extent should government participate? 


What About the Public Debt? 


Inevitably the question arises, How can further burdens 
be put on the federal treasury when the public debt will 
have reached such staggering proportions? The question 
is of the utmost significance. In the view of the mixed, 
or dual, economy advocates there is all the difference in 
the world between a national debt owed abroad and an 


6“The United States in a New World. III: The Domestic 
Economy.” Supplement to Fortune (New York), December, 1942, 
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equivalent debt owed to our own citizens. The former 
conditions foreign trade, sometimes very seriously. ‘The 
latter is really a form of private investment, through the 
agency of government instead of a business corporation. 
To the extent that government borrowings are used in 
non-productive enterprises the national wealth, to be sure, 
is depleted thereby. If, however, public expenditures be- 
come one aspect of a deliberately and rationally devised 
national economy such expenditures are merely one way 
of investing the economic surplus, to be kept in balance 
with private enterprise. lurthermore, when the national 
debt has grown to great proportions, as is now happening 
due to the war, to make the liquidation of it a prior concern 
might easily disrupt private enterprise to a disastrous 
degree. This is not to minimize the question of the public 
debt as a question of political philosophy ; nor is the view 
described endorsed here. ‘The point is, rather, that the 
idea of a mixed economy involves some such revision of 
the notion of public debt. 


International Aspects of the Problem 


lt has become a commonplace that in the postwar world, 
unless the war is to be fought and won in vain, no nation 
can live unto itseli. In the economic realm this generaliza- 
tion is very pertinent. What American policy is to be in 
the matter of foreign trade will obviously affect materially 
any effort to realize full employment. The problems in- 
volved are inseparable from those of foreign trade and 
world economic organization. The issue raised by the 
expiration in June of this year of the reciprocal trade 
agreements and the opposition to authorization by Con- 
gress of their renewal is a crucial one. We shall return 
to it at an early date. It would seem that adequate treat- 
ment of the matter will require a comprehensive view of 
the domestic economic problems here discussed. 


The Question of “Profit Motive’’ 


In one sense the profit motive is not involved in this 
controversy over a mixed, as against a straight, free- 
enterprise economy. Mr. Hansen and the /ortune editors 
make explicit their concern to maximize free enterprise 
within the limits of the economic situation as they see 
it. Yet from the viewpoint of our readers the profit motive 
is involved. On Christian assumptions, ethics cannot be 
excluded from economics. ‘The individual always has the 
option between a short-range and a long-range view of his 
responsibilities, and the difference between them is often 
the difference between immediate, private, economic advan- 
tage and a sound economic policy for society as a whole. 
If it be assumed that in essence the ethical attitude is a 
readiness to substitute a remoter for an immediate good, 
the questions of economic policy here discussed are ethical 
questions. 


Moreover, the merits of the profit system and the 
validity of the profit motive are different issues. Profit, 
in the strict sense of the word is a form of gain that is 
independent of actual service rendered, since that is com- 
pensated by salaries, wages and bonuses. The classical 
economists divided the product of industry into four parts: 
wages of labor, including salaries; interest on capital at 
some definite “going” rate; rent on land, determined by 
its “marginal” value; and profit, which is all that is left, 
and belongs to the “enterpriser.” The first three are 
relatively “fixed” by the market; the last has no limit. It 
may of course be negative, that is, loss. By the same token 
it may be 1,000 per cent gain. The classical theory required 
this indeterminate category as a motivator of enterprise. 
The question to what extent it is necessary is a factual 


question in psychology, to be answered by experimentation, 
lt becomes a theological question too, inasmuch as current 
theological controversy centers about the nature of man 
and his capacity for high moral action. but here again 
the issue is whether and to what extent men will do their 
best work as economic enterprisers without the prospect 
of speculative gain. 

On the other hand the question whether a person ought 
to require such motivation is something else again. Prob- 
ably most Christians, whether manufacturers, bankers or 
workingmen, would agree that service not motivated by 
hope of profit—something beyond payment for services— 
is of a finer sort ethically than that which is called forth 
only by the profit motive. In any case the public conscience 
seems to have moved beyond the stage of the classical eco- 
nomics in that the propriety of limiting profits is widely 
recognized, and by many the principle of sharing profits 
with workers is regarded as sound. Wherever this latter 
principle is adopted the original notion of profit as be- 
longing to the enterpriser—individual or corporate—has 
been modified. 

From this*point of view the question of the protit system 
is a matter to be settled at any given time by reference to 
the existing mood and readiness of those who invest (the 
myriad of “enterprisers’” in our modern economic life). 
But the question of the profit #otive is a matter always 
open because of the moral requirement that men act in 
response to ever higher incentives. 


By the same token, a modified economy, in which 
government plays a larger role in giving the mass of the 
people greater security of economic status, implies a guid 
pro quo through voluntary seli-discipline. Increasingly it 
appears that a major problem of government is to find 
ways of insuring benefits without cutting the nerve of 
effort. 

J. 


Morrison on_Britain’s Future 


In a recent speech Herbert Morrison, Britain’s Home 
Secretary, urged a 25 per cent increase in the size of 
british families, commenting, “The task of building up a 
social order that will induce such an increase provides 
one of the greatest tests of the wisdom and foresight of our 
people and the statesmanship of our leaders.’ “Certainly,” 
he said, “there is now a great measure, a surprising 
measure of agreement among economists and experts of 
inany different schools about steps the state can take to 
avoid an extreme boom or slump and to keep within man- 
ageable bounds the volume of unemployment.” 


In his comment on international economic issues, after 
recognizing the need to continue importing on the prewar 
scale, to reconstruct foreign investments, to compensate 
for loss of shipping and financial services, and to increase 
exports, Mr. Morrison emphasized the “need to broaden 
the whole conception of public policy in relation to export 
trade after the war.” “We shall need,” he said, “to work 
upon a basis of much closer partnership between the state 
and industry in which each has rights but each also has 
important obligations to the other.” He recommended a 
civil service “trained not exclusively in administration but 
in the methods and outlook of industry and commerce so 
that they can work harmoniously with the business world” 
in “a system of partnership with due recognition of mutual 
obligation” which should “avoid the errors of unbridled 
individualism or restrictive monopoly on the one hand and 
of burdensome interfering bureaucracy on the other.” 


7 New York Times, February 14, 1943. 
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